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1. Background and Methodology

This section of our report provides an overview of procurement activity in South Carolina
and describes the specific audit scope and approach that have been applied.

Introduction

Procurement is not simply buying—it is an essential activity necessary to acquire the
resources to run the day-to-day operations of state government and to support the
delivery of efficient and effective services to citizens. Procurement is a critical cross-
cutting activity for the state because the effectiveness of programs and the resulting quality
of the goods and services purchased affect every aspect of the operations of state
government. While some consider purchasing to be a routine and straightforward process,
in fact, the purchasing process is complex and those responsible for it must be experienced
and skilled professionals in order to maximize value to the state.

The Materials Management Office (MMO) of the Office of General Services has
responsibility for the management, direction, oversight, and administration of procurement
policy and processes throughout the state. In addition to procuring goods and services
directly, MMO is also responsible for the delegation of procurement authority to 40 other
agencies statewide, and the certification, audit and review of their procurement policies,
procedures, and practices.

Procurement Audit Objective

The objective of this performance audit of the State of South Carolina procurement
system was to determine if the state’s procurement policies, procedures, and practices
result in the state’s procuring quality goods and services:

® In the most economical and efficient manner

® At favorable prices

® Inaccordance with state statutes, regulations, and sound business practices

The performance audit did not include an evaluation of the state’s compliance with the
recently revised South Carolina Consolidated Procurement Code.

Inherent in the aforementioned objectives was a need to evaluate the state’s polices and
procedures to determine if improved or additional policies and procedures are necessary to
address the nature and range of the state’s procurement activities. Issues and
opportunities for improvement specific to information technology procurement are
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addressed in the Information Technology audit section of this report.
Procurement Audit Approach

Four principal approaches were used in evaluating the policies, procedures, and practices
followed by the state in carrying out its procurement activities.

First, KPMG established as a benchmark the generally accepted purchasing policies as
promulgated by the National Association of State Purchasing Officials (NASPO). This
organization has published a list of key elements or attributes of statutory, regulatory, and
procedural characteristics of preferable procurement policies. Appendix D provides a
detailed comparison of these generally accepted policies with the current policies in use in
South Carolina.

Second, in our review of South Carolina procurement activities, we identified the specific
policies and procedures in use by MMO and reviewed them with both MMO and agency
personnel. We did not conduct a detailed examination of actual purchasing processes in
use by MMO or individual agencies to determine compliance with MMO or agency
procurement policies and procedures.

During our analysis of the procurement policies being followed by the state, we conducted
a series of interviews with MMO management and staff, as well as management and
procurement programmatic staff in various agencies. We also conducted a focus group
with representatives from four vendors that conduct business with the state. Finally, we
distributed and analyzed a survey of procurement activity among agencies with
procurement authorities in excess of the small purchase threshold.

Finally, in considering the state’s procurement system, we identified the practices being
followed by other governmental organizations and the private sector as a basis for
comparison with the practices in place in South Carolina.

Procurement Audit Scope

These approaches provide a sound basis for an evaluation of the procurement policies and
practices in use in the State of South Carolina. The performance audit included a limited
review of selected procurement activities and practices of a number of agencies and
departments, including:

* Materials Management Office, Office of General Services

® Office of General Services

¢ Office of the Lieutenant Governor
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Department of Juvenile Justice

Department of Public Safety

Clemson University

University of South Carolina

State Board for Technical and Comprehensive Education
State Law Enforcement Division

Medical University of South Carolina

Department of Labor, Licensing, and Regulation

Alcohol and Other Drug Abuse Services

During the course of this performance audit, we collected and reviewed a variety of
information, some of which was compiled by agency staff. Although the information
provided by agency staff personnel was reviewed for reasonableness and accuracy, it was
not audited. Our performance audit was performed in accordance with Government
Auditing Standards issued by the Comptroller General of the United States.
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2. Procurement in South Carolina

This section of the report provides a framework for understanding various purchasing
management alternatives and the desirability for competition in purchasing, as well as a
summary of South Carolina’s current procurement organization, distribution of
responsibility, staffing, and activity levels.

Purchasing Management Alternatives

The design and implementation of state procurement systems varies widely. Governments
face a number of critical choices in how they structure and manage their procurement
systems. Any procurement system design involves trade-offs between flexibility and
accountability. The following sections briefly describe some of these trade-offs and their
implications for flexibility and control.

Centralization versus Decentralization

Typically, state governments have one central organization responsible for the
management and oversight of all procurement activities for the state. In most cases,
however, some level of procurement activity is delegated to some or all state agencies.

Under such delegation, states must also decide who is accountable and responsible for the
actions of the individual agencies. The State of South Carolina carries out its procurement
activities in a hybrid centralized/decentralized manner. MMO serves as the central
procurement authority for the state with primary responsibility for:

* Development of procurement rules, regulations, and guidelines
* Development and execution of statewide contracts for a variety of goods and services

* Support to agencies in the definition and processing of procurements in excess of the
agencies’ procurement authority

® Audit and review of individual agency’s procurement authority, processes, activities,
and compliance with the South Carolina Consolidated Procurement Code

* Implementation of the Procurement Code and related solicitation, award, and
contractual activities

All agencies and departments of state government have small purchase authority up to
$5,000. In addition, 40 individual departments and agencies have additional specific
procurement authority as set by MMO. Appendix A summarizes the agencies and
departments with authority in excess of the small purchase threshold and their specific
procurement authority levels.
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Standardization and Specifications Aiding Procurement Control

Establishing and detailing standards and specifications for commodities to be purchased
can reduce costs and simplify purchasing for state agencies. Typically, the central
procurement agency establishing and detailing standards and specifications for
commodities to be purchased. Typically, the central procurement authority:

* Develops a standard of, or a specific design for, a given commodity, frequently in
collaboration with other state agencies

e Communicates the design to state agencies

* Ensures that appropriate contracts are entered into to comply with these specific
standards

MMO is responsible for the development and promulgation of appropriate standards for
goods and services for the state. Working with other agencies, MMO establishes specific
standards for a variety of goods and services.

Developing Methods to Increase Competition

Competition in state procurement is critical to decreasing costs and increasing the quality
of the purchases made. However, state governments must develop appropriate
procurement rules, regulations, policies, and procedures to ensure that competition
occurs. Purchasing policy enhancements include:

* Eliminating “buy local” policies - These policies require states to buy products from
in-state vendors even if the price is higher than out-of-state competitors. When this
occurs, it simply raises costs to the states and, in turn, to the taxpayers. South
Carolina has implemented a number of “buy local” and other preference policies.

* Eliminating restrictive specifications - Any restrictive specification of a commodity
that is not absolutely necessary should be removed. Restrictive specifications place
unnecessary restrictions on a commodity that may increase price because of reduced
competition. South Carolina has a policy against restrictive specifications.

* Enhancing competitive negotiations - Effective purchasing policies should include
using price and product quality as key competitive factors. When deciding which
product to buy, bids should be evaluated on price and quality. South Carolina
purchasing policies specifically support this type of evaluation.

e Cooperative purchasing - Cooperative purchasing involves arrangements between
state and other governments to buy under the same contract. Such cooperative
purchasing can lower the price of goods and services through increases in quantity.
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FINAL REPORT MANAGEMENT SYSTEMS PERFORMANCE AUDIT

South Carolina regulations allow some types of cooperative purchasing with other
states and local governments, however they limit the ability of agencies to
cooperatively purchase together through “piggybacking” on established contracts.
Such “piggybacking” can provide the state with another potential source of supply if
appropriately managed.

* Planning and scheduling acquisitions - The concepts of planning and scheduling
tend to overlap. Planning is concerned with how to best acquire goods and services,
and scheduling is concerned with when to acquire them. By planning for the needs of
all departments, a centralized procurement activity can achieve significant savings
through buying in larger quantities. The State of South Carolina achieves such savings
by using statewide term contracts for the purchase of commodities when large volume
purchasing opportunities are identified.

Procurement Organization

The procurement of goods and services to support the activities of the South Carolina
state government is governed by the South Carolina Consolidated Procurement Code.
Several state agencies are exempt from the Consolidated Procurement Code including the
State Ports Authority, the Division of Public Railways of the Department of Commerce,
the Public Service Authority, the Research Authority, and the General Assembly with its
respective branches and committees.

Exhibit 2-1 presents a summary organization chart for MMO.
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Exhibit 2-1
Organizational Structure

Budget & Control Board

Division of Operations

Office of General Services

Materials Masagement Office

State Engineer Audit & Certification State Procurement Information Techaology Program Support
Procurement

Source: Based on information provided by the Budget and Control Board - 6/23/97

The above organization is staffed as follows:

e Materials Management Office:

- A Materials Management Officer, a Receptionist, and a State Printing
Coordinator

e State Engineer:

- An Office Director, 2 Administrative Staff, 4 Associate Engineers, and 5
Architects

o Audit & Certification:
- An Audit & Certification Officer, 4 Auditors, and an Administrative Specialist
e State Procurement:
- A State Procurement Officer, 2 Lead Team Members, 7 Procurement Team
Members, and an Administrative Specialist
e Information Technology Procurement:

-~ An Information Technology Officer, 1 Lead Team Member, 6 Procurement
Team Members, and an Administrative Specialist
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* Program Support:

- A Program Support Manager, Public Information Specialist, Data Coordinator,
2 Data Entry Clerks, and 4 Administrative Specialists

Source: Based on information provided by the Budget and Control Board, adjusted according to the
Materials Management Officer, 6/23/97

Distribution of Responsibility

While MMO has ultimate responsibility for the administration and management of all
executive branch procurement activity throughout the state, as a matter of policy,
significant procurement responsibility and authority has been delegated to various other
departments and agencies. As stated above, as of July 1, 1997, a total of 40 agencies
throughout South Carolina have some level of procurement authority above the $5,000
small purchase level. Appendix A of this report summarizes these agencies and their
delegated procurement authorities and limits,

The level of distribution of procurement responsibility and authority in South Carolina
varies widely and is significant. A number of agencies possess procurement authorities in
excess of $100,000. For example:

® The University of South Carolina has procurement authority of up to $200,000 for
goods, services, information technology, and consulting, and up to $500,000 for
construction :

® The Department of Mental Health’s limits are $100,000 for goods and services,
$50,000 for information technology, and $250,000 for consultant services

® The Department of Corrections has authority for up to $100,000 for all goods,
services, and information technology, and up to $50,000 for consultants and
construction

Staffing

As a result of the distributed nature of procurement activity throughout the state,
procurement staff are distributed throughout state government both organizationally and
geographically. KPMG conducted a high level procurement survey of all state agencies,
requesting basic information on staffing, activity, and spending. Approximately 95 of
these surveys were distributed and 84 were returned.
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In addition to the 3 managers, 8 lead buyers, 14 buyers, and 27 support staff (including
auditors, engineers, and architects) that make up MMO, the state has at least 339
additional employees who dedicate all or a significant portion of their time to
procurement-related activities including solicitations, awards, protests, contract
management, etc. Total staffing (in FTEs) exclusive of MMO includes:

Managers - 79

Buyers - 142

Support staff - 92

Other - 26 (includes interns, part time workers, and students)

Individual agencies’ procurement-related staffing ranged from zero to two dedicated staff
in many smaller agencies to more than thirty to forty FTEs in some of the largest agencies.
Appendix B includes a detailed breakdown of procurement staffing by agency and labor
category.

Procurement Activity

Procurement is a significant activity for the State of South Carolina. In fiscal year 1996-
97, MMO was responsible for the solicitation and award of approximately $683 million in
taxpayers’ funds for goods and services to the state. This total does not include awards
for goods and services processed at the agency level under individual agency’s delegated
procurement authorities. Exhibit 2-2 on the following page presents a summary of MMO
procurement activity for the past four fiscal years for both general goods and services and
information technology related purchases.
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KPMG’s survey of agency procurement activity also requested information related to the
level of procurement activity within each agency. KPMG requested each agency provide
information on the number of procurement transactions processed and the value of those
transactions by type of contract (e.g., small purchase, Invitation for Bid (IFB), and
Request for Proposal (RFP)). KPMG found that the overall quality and consistency of the
information received from this request was mixed which disallowed a meaningful
summarization and analysis of the data.

KPMG’s survey also highlighted the importance of automation to procurement activities.
Automation is a critical element of effective and efficient procurement. The KPMG
survey requested that each agency provide summary information regarding the use of
automated procurement systems and their basic capabilities. KPMG noted that the
consistency and level of data received on the survey was directly related to the level of
sophistication in the agency’s procurement system. The results of the 84 returned surveys
revealed that 56 agencies utilize some form of automated procurement system, while 28
continue to process procurement transactions manually.

KPMG found little consistency among the 56 agencies with automated procurement
systems. State agencies individually determine what automated systems to employ based
solely up on their internal needs. As a result, the automation of procurement across state
government is a patchwork of commercial and custom systems that are unable to
communicate with one another or with MMO’s SCAPS system. Appendix C presents a
summary of survey data related to procurement automation, including the type of system
in use and the various procurement processes that are automated.

Performance Measurement

Currently, MMO conducts quality reviews and performance assessments of its activities
on an on-going basis. Users receive customer satisfaction surveys after each procurement
and the results are tabulated and shared with MMO managers and staff. In addition,
MMO managers track specific performance measures related to such items as response
and turn-around times for individual processes by staff member and unit. These measures
are used to ensure that customers’ expectations are met.

Similar performance measures do not exist to assess and evaluate individual agencies with
distributed procurement authority. While some agencies have implemented their own
measures, MMO does not have the ability, systems, or manpower to assess agency level
procurement activities. The only significant review of agency level activity is a triennial
audit of procurement policies, procedures, and practices conducted by the MMO’s Audit
and Certification Branch. A successful triennial audit outcome is required in order for an
agency to retain and/or increase its distributed procurement authority.
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Process Overview

The state, through MMO and individual agencies, procures goods and services through
two basic processes, bids and proposals. Bids are generally used to purchase goods for
which the state has identified some specific industry or other generally accepted
specification. For example, such commodities as gasoline, clothing, and office equipment
may be purchased through the bid process. Exhibit 2-3 on the following page provides a
summary level flowchart of bids processed through MMO. Individual agencies with
procurement authority over $5,000 for goods and services may utilize their own internal
processes that may differ from the MMO process.

The request for proposal (RFP) process is generally used when the acquisition involves
goods or services for which there may not be an established standard or for which the
assessment of potential vendors must incorporate factors—such as quality and the ability
to meet delivery requirements—other than price and performance history. Typical
acquisitions through the RFP process might include accounting and consulting services,
legal representation, and systems automation services. Exhibit 2-4 provides a flowchart
overview of the RFP process in use by MMO.

Individual agencies with procurement authority over $5,000 for goods and services may
utilize their own internal processes that may differ from the MMO RFP process, although
all procurement processes are governed by Sections 11-35-1520 and 11-35-1530 of the
Code and subject to review and approval by MMO.

KPAIEPeat Marwick LLP PROC 12 PROCUREMENT
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3. Findings and Recommendations

The performance audit of the procurement function of the State of South Carolina
identified several opportunities to enhance the efficiency, effectiveness, and economy of
the state’s procurement of goods and services. Audit findings and recommendations are
grouped into three issue areas:

* Opportunities to reduce costs

* Opportunities to improve financial and management information

¢ Opportunities to increase technical knowledge and expertise

Each issue is supported by specific findings and recommendations that address how the
state can improve its procurement activity. Several of the findings and recommendations
discussed are interrelated and cut across the statewide procurement practices, policies and
procedures at the central procurement office level and extend into the agencies’
procurement offices.

Elements of Effective Procurement

An overview of our framework for evaluating the state’s procurement system is presented
in this section. An effective procurement system is based on a solid foundation of strong
core skills and systems, including;

* Leadership and planning

¢ Customer service

¢ Integrated systems

¢ Skilled human resources

As illustrated in Exhibit 3-1 on the following page, these elements are interdependent; the
existence of effective policies, practices, and procedures in one element can enhance the
overall efficiency, economy, or effectiveness of the entire procurement process. Each of
these interrelated elements’ policies and practices needs to be properly planned,

established, and fostered in the procurement culture in order to support a sound
procurement system.
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